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Why invest in 
TransAlta Utilities 
Corporation? 


corporate profile | TransAlta Utilities Corporation owns and operates electricity generation, transmission and distribution assets supplying 
more than two-thirds of the total electric energy needs of the province of Alberta, Canada. TransAlta Utilities owns net generating capacity of 
approximately 4,500 megawatts — 95-per cent of production is thermal (coal) based and the remainder is provided by hydroelectric facilities 
— and more than 100,000 kilometres of transmission and distribution lines. TransAlta Utilities has served Albertans since 1911 and is a wholly 
owned subsidiary of TransAlta Corporation. 


Contents 

MANAGEMENT'S DISCUSSION & ANALYSIS 2 SHAREHOLDER INFORMATION 26 
FINANCIAL REVIEW 7 BOARD OF DIRECTORS 27 
MANAGEMENT'S RESPONSIBILITY 8 CORPORATE INFORMATION 28 


AUDITORS REPORT 9 


TRANSALTA UTILITIES CORPORATION 


management’s 
discussion & analysis 


mda 


O38 


ANNUAL REPORT 1998 


MANAGEMENT’S DISCUSSION & ANALYSIS 


Consolidated financial results 


TransAlta Utilities’ net earnings were $134.1 million in 1998 compared to $140.9 million in 1997. Comparable net 
earnings declined by seven per cent to $154.3 million in 1998 versus $166.3 million in 1997. The decline is due 
to lower allowed rates of return and the effects of non-recurring items which were partially offset by increased 
productivity, particularly in the transmission and distribution operations. 


Regulatory decisions reduced net earnings by $11.7 million in 1998 and $25.4 million in 1997. Restructuring 
charges associated with staff reduction programs further reduced net earnings by $8.5 million in 1998. 


Effect of regulatory decisions | The Alberta Energy and Utilities Board (AEUB) held hearings in March 1998 
to review TransAlta Utilities’ 1995 rates following an application by the Industrial Power Consumers Association 
of Alberta (IPCAA). TransAlta Utilities was directed to issue refunds of $32.0 million based upon lower allowed 
depreciation and a lower allowed rate of return on common equity. The decision was recorded in the third quar- 
ter as a one-time item and reduced 1998 earnings by $11.7 million or $0.07 per share after tax. Currently, this 
decision is being appealed by IPCAA who are seeking recovery of interest on the rebated amount. It should be 
noted that the retroactive adjustments resulted in TransAlta Utilities receiving a lower rate of return than its com- 
petitors and no avenue of appeal is available to TransAlta Utilities from this inequitable decision. The rate adjust- 
ment is discussed further in Note 9 to TransAlta Utilities’ consolidated financial statements. 


The AEUB sanctioned a settlement for 1998 rates negotiated between TransAlta Utilities and various interested 
parties. The settlement resulted in lower rates in 1998 than 1997 reflecting lower rates of return in Canadian 
Capital markets and improved costs and efficiency achieved by TransAlta Utilities. The settlement did not 
attempt to provide separate rates of return for Generation and for Transmission & Distribution. Future business 
segment results may differ significantly from 1998 as the AEUB will differentiate between these two segments for 
the 1999/2000 rates. 


Liquidity and capital resources | TransAlta Utilities’ capital structure is based on current operating 
conditions and expectations for the future. TransAlta Utilities is able to assume additional debt in the short-term 
to finance new initiatives; this will be re-balanced in the medium-term to more traditional levels. 


In 1998, TransAlta Utilities issued $100 million Series A secured debentures with a yield of 5.5 per cent and a 10 
year term and $50 million Series A secured debentures with a yield of 5.7 per cent and an 11 year term. 


TransAlta Utilities’ interest charges, net of interest income, decreased by $13.3 million in 1998 to $120.4 million 
from $133.7 million in 1997. The decrease is primarily attributed to refinancing debt at lower interest rates in 1998. 


Income tax increased by $13.6 million to $155.5 million in 1998 from $141.9 million in 1997. The increase is 
attributable to payments of $14.4 million of previously unrecorded deferred taxes and additional large corpora- 
tions tax. 


Credit rating | The Dominion Bond Rating Service (DBRS) and the Canadian Bond Rating Service (CBRS) rate 
the debt of TransAlta Utilities. The rating agencies both reaffirmed their credit ratings for TransAlta Utilities in 
1998: however, CBRS has issued a negative outlook as a result of uncertainty relating to the deregulation process 
in Alberta. TransAlta Utilities continues to enjoy one of the highest corporate credit standings in Canada. 


First mortgage bonds Secured debentures First preferred shares 


DBRS (at April 30, 1998) AA (low) AA (low) Pfd-1 (low) 
CBRS (at December 23, 1998) A+ (high) AS P-1 
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MANAGEMENT’S DISCUSSION & ANALYSIS 


Deregulation in Alberta | TransAlta Utilities believes open competition will improve service levels, minimize 
costs to customers and increase efficiency in the industry. The Alberta government passed the Alberta Electric 
Utilities Amendment Act on April 23, 1998. The legislation provides a framework for deregulation of generation 
and the introduction of retail competition. The legislation focuses on the generation and retailing of electric 
energy based on the assumption that the transmission and distribution of electricity form a natural monopoly 
and will remain regulated. 


A maximum 20 year transition was selected by the government of Alberta, in consultation with industry partici- 
pants, to address the issue of stranded costs and residual value. It was agreed that 20 years was a fair balance 
between the interests of customers and shareholders. 


The legislation proposes the creation of a power purchase arrangement (PPA) for the output of each currently 
regulated generating unit in Alberta. The government of Alberta appointed an Independent Assessment Team 
to recommend the PPAs to the AEUB. The review process, including AEUB approval, is open for public debate 
and should conclude towards the end of 1999. Once the PPA contracts have been established, they will be 
auctioned to marketers who will then sell electric energy to the Power Pool of Alberta, based on hourly pricing. 
Retail competition begins in January 2001 and is based on open access to Alberta’s transmission system, 
managed by the independent system operator, and distribution systems. 


TransAlta Utilities is also participating in discussions regarding regulations that will encompass retailers and 
marketers. TransAlta Utilities’ decision to bid for PPA contracts and participate in electricity retailing will be 
based on an assessment of profitability opportunities once the rules have been established. TransAlta Utilities 
anticipates resolution in late 1999 or early 2000. 


TransAlta Utilities supports performance-based regulation for the transmission and distribution of electricity. 
A performance-based regulatory system would provide incentives to improve productivity and efficiency of 
transmission and distribution services. These incentives would benefit both shareholders and customers. 


1999 and 2000 rates decision | TransAlta Utilities’ Phase 1 filing for the 1999 and 2000 general rates appli- 
cation was filed on October 30, 1998. The AEUB ruling on this application will determine TransAlta Utilities’ 
revenue requirement for Generation and Transmission & Distribution. The 1999 and 2000 rates are being 
reviewed together and will expire as full retail competition begins in 2001. A hearing to set the 1999 and 2000 
rates is scheduled to begin March 29, 1999 and TransAlta Utilities anticipates a decision will be announced in 
the second half of 1999. 


Operations review 


Financial results | Net revenues were $1,100.7 million in 1998, a two per cent decrease from $1,128.5 million 
in 1997. In 1998, earnings before interest and taxes were $534.2 million compared to $539.6 million in 1997. 


Decreased revenues resulted from lower rates negotiated under TransAlta Utilities’ 1998 rate settlement and mod- 
estly lower output. Effectively managing the increasing costs for labour, fuel and mine expenses was an important 
focus in 1998 thereby holding operating costs to 1997 levels. Operations, maintenance and administration 
expenses were reduced by $11.6 million through the implementation of a centralized customer service centre with 
automated dispatch of field operations and through a more efficient maintenance program. Restructuring charges 
of $15.1 million reduced earnings before interest and taxes. Reduced operating income was partially offset by 
lower interest costs. AEUB rate adjustments related to 1995 and 1996 reduced earnings by $25.6 million in 1998 
and $51.3 million in 1997. 


Within the currently regulated Alberta market, no operating income is attributed to the buying and selling of 
electricity for consumers because there are no recorded tangible assets against which to determine a rate of 
return. Approved cost levels are recovered through rates established by the AEUB. 
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Outlook | Generation is one of TransAlta Utilities’ core businesses. The challenge for generation operations will 
be maintaining top quartile operating performance. Fuel and mining costs will continue to increase in 1999 and 
these must be balanced with greater efficiency and new revenue sources. TransAlta Utilities’ skill in managing and 
operating world-class power plants can be applied to generation opportunities both domestically and internation- 
ally. Planning is currently underway to expand this business segment beyond its Alberta boundary through acqui- 
sitions or partnerships in an attempt to diversify geographic market risk and fuel supply. 


TransAlta Utilities’ Alberta-based Transmission & Distribution businesses will remain regulated but it is possible 
that incentive-based rates will eventually be implemented. Further work is required in Alberta's industry restructur- 
ing to properly define and clarify the role of the independent system operator and the inter-linkages within the 
utility industry. Looking ahead, TransAlta Utilities will continue to focus on productivity improvements. 


TransAlta Utilities currently markets services, products and kilowatt hours to 358,000 industrial, commercial and 
residential customers in Alberta. The real value of this customer base is difficult to determine at this stage in the 
deregulation process. TransAlta Utilities must be satisfied that deregulation will provide a sufficiently profitable 
opportunity before committing the required resources to grow its retail marketing operations in Alberta. 


Risks and uncertainties 
YEAR 2000 RISK MANAGEMENT 


The Year 2000 (Y2K) issue exists because some microprocessors will not properly recognize the year 2000 and 
some other dates. TransAlta Utilities identified the Y2K issue as material to its information, data processing and 
facility management systems, as well as its business operations which use embedded chip technology. TransAlta 
Utilities may also be exposed to third party risk from its customers, suppliers and other utilities that are intercon- 
nected in the power system. 


Y2K risk management plan | TransAlta Utilities’ Y2K risk management plan includes all operations and its 
primary focus is on maintaining the continuity of power production, distribution and business processes. The Y2K 
issue poses some risk of income loss to TransAlta Utilities, disruption in electrical service to customers, exposure 
in respect of third party systems and the possibility of third party litigation. These risks cannot be eliminated, but 
TransAlta Utilities’ comprehensive approach manages the risk by using the phases of inventory, assessment, Con- 
version or replacement, testing, evaluating third party dependencies and contingency planning. Although 
TransAlta Utilities cannot guarantee there will not be service disruptions, in following its current Y2K plan, TransAlta 
Utilities believes that the possibility of long-term, widespread interruption is low. 


Progress in implementation | TransAlta Utilities completed its Alberta inventory on schedule in November 
1997. By the end of December 1998, more than 95 per cent of all TransAlta Utilities’ critical and non-critical 
devices were assessed, and of the devices identified as having or suspected of having a Y2K issue, 85 per cent 


were converted or replaced. 


TransAlta Utilities is on track to have all of its internal devices and systems converted or replaced and tested by mid- 
1999. The first draft of corporate-wide contingency plans were completed at the end of 1998 and plans for implemen- 
tation exercises are scheduled in 1999. TransAlta Utilities is working co-operatively with other Alberta utilities, the 
independent system operator and the Power Pool of Alberta to develop contingency plans for the integrity of the 
Alberta power system. 


Costs and accounting treatment | To the end of 1998, TransAlta Utilities incurred $13.8 million in costs related 
to the Y2K issue. Payments for Y2K hardware will be capitalized according to their asset class and depreciated 
over the asset's remaining life. Payments for Y2K software will be amortized over five years. This approach is con- 
sistent with TransAlta Utilities’ accounting policy for information technology expenditures. The total cost of 
TransAlta Utilities’ activities, including the costs to date, is estimated to be between $25 and $30 million. 
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TRANSALTA UTILITIES CORPORATION 


MANAGEMENT’S DISCUSSION & ANALYSIS 


Climate change risk management 


TransAlta Utilities’ climate change strategy addresses the potential competitive risks to its fossil-fuelled generation 
plants from future public policy which could include environmental controls, regulatory regimes, taxes or charges. 
The potential for higher electricity prices exists if new policy does not permit cost-effective, market-based 
approaches for reducing greenhouse gas emissions. 


Strategy | TransAlta Utilities’ climate change strategy addresses the following key areas: 


1. Reducing net emissions by: improving the efficiency of TransAlta Utilities’ existing operations; developing new 
high efficiency cogeneration facilities which produce lower overall emissions; acquiring a diverse portfolio of 
greenhouse gas offset projects; purchasing renewable energy and promoting energy efficiency initiatives. 
TransAlta Utilities has met and expects to exceed its voluntary goal to return net greenhouse gas emissions to 
1990 levels in the year 2000. 


2. Participating in federal and provincial policy development. Dr. Robert Page, vice-president, Sustainable Develop- 
ment attended the fourth United Nations Framework Convention on Climate Change in Buenos Aires in November 
1998 as a member of the Canadian delegation. He and other senior executives participated in key national and 
provincial climate change advisory groups, such as Canada’s Credit for Early Action Table and the advisory 
committee to the Alberta Cabinet Committee on Global Climate Change. 


3. Developing and testing market-based approaches, such as the trading of emission reduction credits. 


Standards and auditing | TransAlta Utilities’ operations are implementing an enhanced environmental 
management system designed to meet the ISO 14001 standard. This standard requires the development of 
programs for air, water, waste management and chemical management at all of TransAlta Utilities’ facilities. Other 
corporate management system elements include incident management, regulatory change management 
processes and auditing programs. 


All TransAlta Utilities facilities undergo compliance and management system integrity audits on a cycle 
determined by facility performance, on average once every three years. TransAlta Utilities’ Compliance Auditing 
Program was developed by Arthur D. Little Inc., and our Management Systems Integrity Audit Program by 
PricewaterhouseCoopers. 


Overall outlook 


The current demand/supply balance for generation in Alberta continues to tighten. TransAlta Utilities anticipates the 
reserve level will continue to be reduced in the first half of 1999 and begin to ease somewhat thereafter as new 
projects come on-line. The province does have the ability to import power from British Columbia and Saskatchewan; 
however, market conditions in the Pacific Northwest and Western Canada can affect how much power is available. 


TransAlta disbanded its Northern and Southern Alberta advisory boards in 1998. These boards had served 
TransAlta since the late 1970's and helped the company stay connected to customer opinions and feedback. 
Changes to the electric utility industry meant that the boards no longer represented the customer base accurately. 
TransAlta Utilities’ call centre, TransAltaOnCaill, now gathers information on customer opinions and feedback. 
TransAlta Utilities appreciates the important contribution of these boards and thanks them for their many years of 
dedicated service. 
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TRANSALTA UTILITIES CORPORATION 


MANAGEMENT’S RESPONSIBILITY 


In management's opinion, the accompanying consolidated financial statements have been properly prepared 
within reasonable limits of materiality and within the framework of appropriately selected generally accepted 
accounting principles and policies consistently applied and summarized in the consolidated financial 
statements. Since a precise determination of many assets and liabilities is dependent upon future events, the 
preparation of periodic financial statements necessarily involves the use of estimates and approximations. 
These have been made using careful judgment and with all information available up to February 1, 1999. 
Management is responsible for all information in the annual report. Financial operating data in the report are 


consistent, where applicable, with the consolidated financial statements. 


To meet its responsibility for reliable and accurate financial statements, management has established systems of 

internal control which are designed to provide reasonable assurance that financial information is relevant, reliable 
and accurate, and that assets are safeguarded and transactions are executed in accordance with management’s 
authorization. These systems are monitored by management and by internal auditors. In addition, the internal 


auditors perform appropriate tests and related audit procedures. 


The consolidated financial statements have been examined by Ernst & Young LLP, independent chartered 
accountants. The external auditors’ responsibility is to express a professional opinion on the fairness of 
management's consolidated financial statements. The auditors’ report outlines the scope of their examination 


and sets forth their opinion. 


The audit committee of the board of directors is comprised of independent directors. The audit committee 
meets regularly with management, the internal auditors and the external auditors to satisfy itself that each is 
properly discharging its responsibilities, and to review the consolidated financial statements. The audit commit- 
tee reports its findings to the board of directors for consideration when approving the consolidated financial 
statements for issuance to the shareholders. The audit committee also recommends, for review by the board of 
directors and approval of shareholders, the appointment of the external auditors. The internal and external audi- 


tors have full and free access to the audit committee. 


oo A_ 


Stephen G. Snyder lan A. Bourne 


President & Chief Executive Officer Executive Vice-President & Chief 


Financial Officer 
February 1, 1999 
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AUDITORS’ REPORT 


To the shareholders of TransAlta Utilities Corporation | We have audited the consolidated balance sheets 
of TransAlta Utilities Corporation as at December 31, 1998 and 1997 and the consolidated statements of earnings 
and retained earnings and cash flows for the years then ended. These financial statements are the responsibility 
of the corporation’s management. Our responsibility is to express an opinion on these financial statements based 


On Our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 


significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 


of the corporation as at December 31, 1998 and 1997 and the results of its operations and its cash flows for the 


years then ended in accordance with generally accepted accounting principles. 


Genet * Gown Lhe 


Ernst & Young LLP 
Chartered Accountants 


Calgary, Canada 
February 1, 1999 
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TRANSALTA UTILITIES CORPORATION 


CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 


Years ended December 31 


‘(nrmillions except nel eames etc ouIW et Ese G ary eerie a eee 1006 ee eth 
Revenues (Note 9) $ 1,133.0 $ 1,160.7 
Less: Alberta Small Power Research and Development Act charge (NOte 13) a ssssnsentntnn 92.3: Ce Se oth 32.2 
1,100.7 1,128.9 
Operating expenses 
operations, maintenance and administration 249.0 ZOSw 
depreciation and amortization (Note 3) 226.3 Cee 
fuel 110.6 106.8 
taxes, other than income taxes 43.0 43.7 
restructuring charges (Note 17) ” 15.1 = 


Operating income 456.7 489.1 


Interest charges 

long-term debt 118.5 128.6 
short-term debt 1.9 Den 

Fe te IN Race RN” Ce (20 ee 
Earnings before rate adjustment and income taxes 336.3 355.4 
ate bd Aca batsec/ ie eaheee rss p abict kona dA a an ae Me Eccl 25.6 51:3 
Earnings before income taxes o 31 0.7 pak Aha 304.1 
income taxes (Note 10)0 2c. su aeeeee ne eee ae UP Oe a © eee ASS Do ek Ee 
a pees eM sosussaeSvovies st oszauectdbavhassosstendtuxcts ta toptonsesenetocd asatarethenr tesa Saetoeuchses Gvacoetaaseonseasate sa ocucoanamatecec teas cesatsag tonsetiacey eg me ee 
preferred) sharexdividemcS salu me 0s Neen entree on ve nee seen 21.1 Zileo 
Ne Sn ine Oe Poe pes ae ae aac pao ea a Te 
Common share dividends (160.2) (297.0) 
Retained earnings 

opening balance 246.0 402.1 

earn: recatecosodadcobsscassesssnezsre tum cioeaeessortessoeexcseabeiueaseapvorereoovasaeed eos atectareer ect eeRC Sar cae etoe acco eae Eee eo aii pry pac oR Su 
Weighted average common shares outstanding 160.4 159.7 
Net earnings per common share $ 0.84 $ 0.88 


SEE ACCOMPANYING NOTES 
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CONSOLIDATED BALANCE SHEETS 


Years ended December 31 

(in millions) 1998 1997 
Assets 

Current assets 


accounts receivable 


materials and supplies at average cost 


Capital assets (Notes 3 and 6) 


cost 5,850.5 §,/2912 
accumulated depreciation (2,794.1) (2,619.9) 

Bese scat ae echo Seca ana SU ern re ee anaee Reece Seva Toate desde octeestocoots sectiscsoce rosussannoatee oe RRS z Gg eae 
Deferred charges (Note 4) 10.5 155 
pe aes eee t A eee ee par mc ata oa eeueea neers : por 


Liabilities and shareholders’ equity 
Current liabilities 


short-term debt (Note 5) $ 56.4 $ 41.6 
accounts payable and accrued liabilities 260.8 384.2 
dividends payable - common shares 42.4 39.2 
- preferred shares 5.3 5.4 
Sige, ORC ae one CeO NOS 6) Ere en ee ee ee eee Le ce ae Sees Boe 
Mies a a ee, 704 eres 
Peel ee a el OOD air eeehreeroka ere ieee ere age rae no 
Deferred income taxes (Note 10) 56.4 56.5 
Preferred shares (Note 7) 267.6 267.6 
Common shareholders’ equity 
common shares (Note 8) 1,003.7 930.1 
contributed surplus fed life: 
retained earnings 219.9 246.0 
ee eee eee 1240.9 lI 93-4 
Sih Rea LE aH Raga ees Peer Sverre Perce cere oie ey 


Contingencies and commitments (Notes 9, 13 & 15) 


On behalf of the board: 


Lap 


John T. Ferguson J. Wallace Madill 


Director Director 


SEE ACCOMPANYING NOTES, 
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CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31 


(in millions) 1998 1997 
Se ene szpsdnaesctonsusstevauyenscteavascersnusauseasssnrepseorcoststanassnosnassrsstestiwsstoceseces sar etececanscesuttastvceeee voecteccesoveserecnatttona cate taveocectaoraeoeaa taepeone erp earnest 
net earnings $ 155.2 $ 162.2 
depreciation and amortization (Note 3) 221.7 203.6 
deferred income taxes (0.1) 2a 
other non-cash items (7.0) (0.2) 
sasotedsoabbsbueuts verSvcesoncsacaii cent eatestoetene eoseetecortes testses aoearseeeicicr aceetrcene Cera oe eee EL TL ERE REN Sas eee 
change in:non-cash operating working capitallbalances 000 ee SLO eee User 
svsareconut cestusbeoatutnsasdhcensns ovesedae shttorasiredvtastiatcran sats evsstorttivatooteeseocerbareetoeeuisseofemmsnttestesrvecsocsscesmeevopscomeatees cues nas tenecheceoeteasersotrenrtiseonateiceee EF pensaseseeressaee os : 


Investing activities 
additions to capital assets (163.8) (178.5) 


Financing activities 


net increase (decrease) in short-term debt 14.8 (41.7) 
issuance of long-term debt 150.3 165.4 
repayment of long-term debt (205.4) (170.9) 
redemption or purchase of preferred shares - (2.9) 
dividends on preferred shares (21.2) (2353) 
proceeds from issue of common shares 70.3 6.5 
dividends on common shares (157.0) (297.0) 
other OU MAD alate IS Net cm UO Aen NN DEK Le (1.3) 
aastosasieesbsbacosbonepeddsincpepcul bu eudensab cg Peontunsd vendaoobpepdcantaas sbeSouecuegovoosbav ec chastevetertoateseatne avast ocnsnieadonat i ssucloatnssuovevasseccomeevatipabsusestestere Gia soi ; : ere 5 
Decrease in cash = (9.9) 
Cash at beginning Of YOK: icc. | oa Nike oe ee cee ee ns ee eee 
Cash at end of year $ = $ = 


SEF ACCOMPANYING NOTES 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Summary of accounting policies 


A. CONSOLIDATION AND INVESTMENTS 

The consolidated financial statements include the accounts of TransAlta Utilities Corporation (the corporation) 
and its wholly-owned subsidiaries, of which TransAlta Fly Ash Corporation, Kanelk Transmission Company 
Limited and Farm Eleciric Services Ltd. are active. The consolidated financial statements have been prepared 
by management in accordance with generally accepted accounting principles in Canada. 


The corporation owns and operates electric generation, transmission and distribution facilities in the province of 
Alberta. TransAlta Fly Ash Corporation processes and sells fly ash gathered at the corporation’s coal-fuelled 
generating plants. Kanelk Transmission Company Limited owns facilities interconnecting the corporation's 
transmission system between the Crowsnest Pass region and the Kananaskis river valley and in doing so 
passes through a portion of British Columbia. Farm Electric Services Ltd. is a non-profit entity which organizes, 
constructs, operates and maintains, at cost, electric distribution systems owned by rural electrification 
co-operative associations. 


B. MEASUREMENT UNCERTAINTY 

The preparation of financial statements in accordance with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the period. Actual results could differ from those estimates. 


Cc. REGULATION 

The corporation is regulated by the Alberta Energy and Utilities Board (AEUB), pursuant to the Hydro and Electric 
Energy Act (Alberta); pursuant to Part 2 of the Public Utilities Board Act (Alberta); pursuant to the Electric Utilities 
Act (Alberta); and is subject to the Provincial Water Power Regulations (Alberta). These acts and regulations 
cover such matters as tariffs, rates, construction, operations, financing and accounting. 


The timing of the recognition of certain assets, liabilities, revenues and expenses as a result of regulation may 
differ from that otherwise expected using generally accepted accounting principles. 


D. REVENUE RECOGNITION AND PRESENTATION 
Revenues are recognized on the accrual basis and include an estimate of unbilled revenue. 


E. CAPITAL ASSETS 

Land, buildings, plants and equipment are carried at cost. The corporation capitalizes an allowance for funds 
used during construction (AFUDC) at the cost of capital including the cost of equity related to property under 
construction. AFUDC is a non-cash income item which will be charged and recovered in rates to customers over 
the service life of the assets, commencing with their inclusion in the rate base. Interest expense on long-term 
debt is presented net of AFUDC. The corporation provides for depreciation on a straight-line basis using various 
rates as approved by the AEUB, based on depreciation studies prepared by the corporation. Changes to depre- 
ciation rates requested by the AEUB are accounted for on a prospective basis. Depreciation rates generally 
reflect estimated service lives and estimated future removal costs less salvage values. Hydroelectric dam future 
removal and site restoration costs are not determinable and will be recorded when reasonably estimable and 
when determined through the regulatory process. Estimated costs to reclaim mining properties are recorded as 
amortization primarily on a unit-of-production basis. Customer contributions to the corporation for new service 
connections are recorded as a reduction to the cost of property. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


F. DEFERRED CHARGES 


Financing costs for the issuance of long-term debt are amortized to earnings on a straight-line basis over the 
remaining term of the related debt issue. Preferred share issue costs are amortized on a straight-line basis over 
the estimated average life of the issue. 


G. INCOME TAXES 


The AEUB has prescribed that, for rate setting purposes, the taxes payable method be used for provincial 
income taxes and, beginning in 1997, the deferral tax allocation method be used for federal income taxes. 
This change in accounting policy was prospectively applied. There is a reasonable expectation that when 
unrecorded deferral income taxes become payable they will be included in the rates approved by the AEUB 
and recovered from customers at that time. 


H. POST RETIREMENT BENEFITS 


Post retirement costs and obligations for the basic pension, the supplementary pension plan and post 
retirement benefits other than pensions are actuarially determined using the projected benefit method prorated 
on service. The estimated market value of the basic pension plan fund assets is actuarially determined based 
on a five-year moving average. Experience gains and losses, and amounts arising as a result of changes in 
accounting methods, assumptions and plan amendments are amortized on a straight-line basis over the 
expected average remaining service life of the employee group. Gains and losses on plan settlements and 
curtailments are included in income for the period. 


I. FOREIGN CURRENCY TRANSLATION 


Transactions denominated in foreign currencies are translated at the exchange rate on the transaction date. 
Foreign currency denominated monetary assets and liabilities are translated at exchange rates in effect on the 
balance sheet date. The resulting exchange gains and losses on these items are included in net earnings, 
except for unrealized exchange gains or losses arising on translation of long-term debt, which are deferred and 
amortized over the remaining life of the debi on a straight-line basis. 


J. DERIVATIVES AND FINANCIAL INSTRUMENTS 

The corporation utilizes derivative financial instruments and derivative commodity instruments (collectively, 
“derivatives”) and other financial instruments to manage its exposure to changes in foreign currency exchange 
rates, interest rates and energy prices. Gains and losses relating to derivatives that are hedges are deferred 
and recognized in the same period and in the same financial statement category as the related item hedged. 


To be accounted for as a hedge, a derivative must be designated by management as a hedge and it must be 
effective. Hedge effectiveness for cash flow hedges is achieved if the derivative’s cash flows substantially off- 
set the cash flows of the hedged item and the timing of the cash flows is similar. Hedge effectiveness for fair 
value hedges is achieved if changes in the fair value of the derivative substantially offset changes in the fair 
value of the item hedged. If a derivative that has been accorded hedge accounting is settled early, the termi- 
nation gain or loss is deferred and recognized when the gain or loss on the item hedged is recognized. Premi- 
ums paid or received with respect to hedging derivatives are deferred and amortized to net earnings over the 
term of the hedge. 


Derivatives used in trading activities are carried at fair value. Realized and unrealized changes in fair value are 
recognized in net earnings in the period in which the changes occur. 


The estimated fair value of a derivative generally reflects the estimated amount that the corporation would 
receive or pay to terminate the contract at the balance sheet date. The estimated fair value of long-term debt is 
based on quoted market prices where available, or where not available, with reference to market prices for simi- 


lar issues. The carrying amounts of other balance sheet financial assets and financial liabilities approximate 
their fair values. 


15 


ANNUAL REPORT 1998 


K. EARNINGS PER SHARE 


Net earnings per share are calculated based on net earnings applicable to common shareholders using the 
weighted average number of common shares outstanding during the year. 


L. STATEMENTS OF CASH FLOWS 

In accordance with recent recommendations of the Canadian Institute of Chartered Accountants (CICA), the 
corporation has retroactively restated its basis of presenting cash flows. Non-cash transactions are excluded 
from cash flows. Cash includes investments with original maturities of three months or less. These investments 
are Carried at amortized cost, which approximates market value. 


M. SEGMENTED REPORTING 

In accordance with recent recommendations of the CICA, the corporation has retroactively restated its basis of 
presenting segment disclosures. The recommendations establish standards for the way that public business 
enterprises report information about operating segments in annual financial statements and requires that those 
enterprises report selected information about operating segments in interim financial reports. The recommenda- 
tions also establish standards for related disclosures about products and services, geographic areas and major 
customers. The adoption of the new standards did not affect results of operations or financial position, but did 
affect the disclosure of segment information. 


2. Segment disclosures 


A. DESCRIPTION OF REPORTABLE SEGMENTS 

The corporation has three reportable segments: Generation, Transmission & Distribution (T&D) and Energy 
Marketing (Marketing). The corporation's reportable segments offer different products and services. They are 
managed separately due to different technology and marketing strategies. 


Generation, T&D and Marketing operate mainly in Alberta and are primarily regulated by the AEUB. Transactions 
between these segments are facilitated through third party intermediaries, namely the Power Pool of Alberta 
(Power Pool) and the ESBI Alberta Ltd. (TA), the independent system operator. Legislation provides for the sale of 
all power for use in Alberta to the Power Pool for resale at a bid price which matches demand with supply. Inter- 
mediary transactions are netted in the consolidated statement of earnings but are shown separately in reported 
segment revenues. 


The Generation segment sells all of its electrical production to the Power Pool. Prices are determined through 
regulation and are based on a rate of return on assets and the recovery of costs. Revenues are net of payments 
to small power producers (SPP) (Note 13). The Generation segment also earns ancillary revenue for providing 
system stability services to the TA and pays ancillary access charges to the TA. 


The T&D segment provides electrical transmission and distribution services to direct customers. T&D's 
transmission services are administered by the TA. The T&D segment and the other utilities in Alberta provide 
transmission services to the TA, who then charges each distributor of electricity (including the corporation) a 
transmission tariff based on volume. Service charges for the transmission facilities and the tariffs charged by the 
TA are determined through regulation based on a rate of return on assets and the recovery of costs. The T&D 
segment is also credited for intersegment revenues from the Marketing segment for the provision of distribution 
services over T&D's low voltage networks. 

The Marketing segment derives revenue from the sale of electricity directly to residential, commercial and indus- 


trial customers. Regulated rates determine revenues from direct customers, which are offset by amounts paid to 
the Power Pool for electricity purchases and the transmission tariffs paid to the TA. Revenues are also offset by 


T&D's intersegment distribution charges. 
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The following diagram indicates the principal net revenue flows relating to the Generation, T&D and 
Marketing segments: 


Direct 


Customers 


ELECTRICITY 
SALES 


DISTRIBUTION 
SERVICES 
AGREEMENT 


Transmission 
Marketing & Distribution 


Generation 


TRANSMISSION 
SERVICES 


SPP 
PAYMENTS 


ELECTRICITY 
SALES 


ELECTRICITY 
PURCHASES 


TRANSMISSION 
TARIFFS 


Small Power Power Pool 
Producers of Alberta ESBI Alberta 


ANCILLARY 
SERVICES 


NET REVENUE FLOWS 


The accounting policies of the segments are the same as those described in Note 1. The corporation 
evaluates performance based on earnings before interest and income taxes (EBIT). The corporation 
accounts for intersegment sales and transfers as if the sales or transfers were to third parties. 
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B. REPORTED SEGMENT 


(in millions) 

ie oe meme, © cere Soe Sey Generation ns TED ce MATKOHIND nnn lOtAS 
Earnings information 

revenues $ - $ = 8 ies! So ases:4 

intersegment revenues (purchases) - Zoned (2371) - 

intermediary revenues (purchases) 671.0 216.4 (887.8) (0.4) 
SPP payments (32.3) - - (32.3) 
net segment revenues 638.7 447.5 14.5 1,100.7 

depreciation and amortization expense 97.2 107.5 - 204.7 

restructuring charges 0.8 11.9 - Ae 

other operating expenses 222.9 87.8 12.8 32315 

Se ee : sane amare So ee eee eee Fe 

corporate overheads 103.1 

Poem gue ONE e ees NPN rae eee en rea ete ee Rie ae eee ee ee ee eee $310.7 

Selected cash flow information 

depreciation and amortization (Note 3) $ 90.8 $ 107.5 $ = $ 198.3 

additions to segment capital assets $ 102:6 $ 62.8 $ 8.0 sy rees 

Selected balance sheet information 

segment assets $ 1,825.6 $ 1,089.2 $ 145.4 $ 3,060.2 

segment accounts payable and accrued liabilities $ (17.9) $ (32.2) Ke Xs ie)) $ (178.7) 
WCC Beery ee Se Yo no ol ole Genctatloni ae sn tame nie 2 neneee! Market nnn Totals 
Eee Becton ssperceanst Bs BB orate ae kote pre 

revenues $ - $ = $ 1,073.9 $ 1,073.9 

intersegment revenues (purchases) - 247.3 (247.3) = 

intermediary revenues (purchases) 694.6 209.8 (817.6) 86.8 
SPP payments (32.2) = = (32.2) 
Net segment revenues 662.4 457.1 9.0 1,128.5 
depreciation and amortization expense 97.7 105.6 - 203.3 
other operating expenses 223.4 MORES) 9.0 334.3 
ES ls Usp A 8 a I ee ans SON eat nen eT aa OO eee ae ee Oe Ned le wa wank 
EBIT $ 301.3 $2 23853 $ ~ $ 539.6 


PROFIT OR LOSS AND SEGMENT ASSETS 


Selected cash flow information 


depreciation and amortization (Note 3) $ 79.9 $ 100.6 $ - $ 180.5 
additions to segment capita! assets $ 55.9 $ 119.4 $ - $ 175.8 
Selected balance sheet information 

segment assets $ 1,813.2 S$) W232 $ 149.6 $ 3,086.0 
segment accounts payable and accrued liabilities $ (152.0) $ (96.4) $ (39.6) $ - (288.0) 
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C. RECONCILIATIONS 


(in millions) 1998 1997 
Feigao ere cscs tad Sogn dnsstst a dtacnbosaeas sta: cussbr ed cpa soovas cons ee ease StL eaten ee PPE 
D&A expense for reportable segments $ 204.7 $ 203.3 
De Avofwicorporale SScehs) [oars ce aan Soe ee eee an eens eed or 21-0 te eee ae 21.9 
consolidated total $ S22 a2 
ii) Other operating expenses 
other operating expenses for reportable segments $ 323.5 $ 3343 
pie eomporate operating BXBem se: <a arate ten sean 7 = eee eee eee Citi emer OS 
consolidated total $ 402.6 GS alajal 2 
as presented in the statement of earnings as: 
operations, maintenance and administration $ 249.0 $ 263.7 
tuel and purchased power 110.6 106.8 
free, other than copie (axes) 5 2 9 re ees Calle meee Cree en erty re ere oO eee eee ee =s 
consolidated total $ 402.6 $ 414.2 
iii) Depreciation and amortization as per statement of cash flows 
D&A for reportable segments (Note 3) $ 198.3 $ 180.5 
D&A on corporate assets 21.6 21.9 
consolidated total Se 22in S$) 203:6 
iv) Assets 
total assets for reportable segments $ 3,060.2 $ 3,086.0 
Gther Comores Bese ie sak \s, oom eneaing th Rea ee CORR tee ere ee et 210.3 eee ee 297.6 
consolidated total $ 3,270.5 $ 3,383.6 
v) Accounts payable and accrued liabilities 
total accounts payable and accrued liabilities for reportable segments $ 178.7 $ 288.0 
other corporate accounts payable and accrued liabiliti 82.1 96.2 
Sone ae atoonascencussecazosopanseccscito passseavcciesatelfor¥aocoessucisuastivosasc¥sastenvactonaueonsteesaseseostsns tts coeccerotas\conds ctor oudetsvoseesi Sotto eastaessouneeessiesastraoateon eeaetereet : a : oo 
vi) Other items 

Segment Consolidated 
Le mI hor MONA lie Nhl ttl Peete ARE) SA Le | Daripendlbdk: UOTE SE ol NSE 
Restructuring charges Gy aeere $24 Sy Sal 
Additions to capital assets Semieors $ (9.6) $ 163.8 
LA OT te 
Additions to capital assets SS MUIIOES oh Gh $ 178.5 


The reconciling items to adjust additions to segment capital assets to the consolidated total are the amounts 
relating to corporate head office assets such as buildings and software which are reduced by intersegment 
transfers. The reconciling item to adjust restructuring charges to the consolidated total is the amount relating to 
corporate restructuring charges. 
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3. Capital assets 


(in millions except where noted) 1998 1998 1997 1997 
rf PELO MEE PERC RPP BEC Serre te omnes Nano Pe oS - SEL Ty ee Lc a 
aches geet les | teh ee AD a SAMOA LOVE. eae Ba Acacia che rosie ee ean? 
Sac oa a Ae ey error eee pected od woe sestesene ee ees ee 
Thermal environmental equipment 3.6% 425.8 211.6 425.6 204.2 
Hydro generation 2.8% 300.6 153.8 295.6 144.7 
Transmission and distribution systems 3.2% - 7.2% 2,708.2 1,408.2 2,625.1 1,357.9 
Other 0% - 20% 363.7 129.6 316.2 86.5 
Assets under construction None 39.1 - Sie - 
Customer contributions 3.0% (383.5) (132.2) (348.0) (120.9) 
SLND es Sa BURRITOS cess oct ea seoauescestves vet eueb oateakssboscd soeasaa dvesdvecauued Mga ase eT CEREAL ae ee 


In 1998, the AEUB approved the corporation’s rates for 1995. The approval reduced 1995 depreciation expense 
by $6.4 million and is included in the 1995 rate adjustment (Note 9). In 1997, the AEUB requested a change in the 
corporation’s depreciation rates. The change in rates related to 1996 decreased depreciation expense by $22.8 
million and is included in the 1997 rate adjustment (Note 9). 


The corporation capitalized AFUDC of $3.0 million (1997 - $3.6 million). 


4. Deferred charges 


TUTTE Cha Nee Ra nea Oe IS ct ee ROR nae 81... sede EY OUR URNE. OE RUNS Nags BR Ruld ee ie aa 
Financing costs $ 8.3 $ 92 
Ore fe 1 8 BONAR MOM a aes nih AONE BES 
Osama eer ce rcs snc rer csestot eres sian soos toed Vossen oP cers Pae ep eeas aad aea vcs scaedt atROL zene se 


(in millions except where QOL). mmmnmnenenemnnnnmennnninnanonnnnni lone eee 1906 ee ee eee 1997... 

eee a EL Te oe 
Pe ee ee ee ae a na 
Bank debt Pieces ae oar Arh Mice VELEN Rad Tests ak ieee eae Chat SS 
SECCE DOr irate tacit cei gene eae os 


() Interest is an average rate weighted by principal amounts outstanding. 


Bank credit facility | The bank credit facility has a maximum limit of $300.0 million, is unsecured and bears 
interest at variable rates. As at December 31, 1998, $257.5 million was available on the credit facility with a renewal 
date in January 1999. 

Bank debt | Included within bank debt is a $2.9 million (1997 - nil) promissory note due to a related party, 
TransAlta Energy Corporation, that is unsecured, due on demand and bears annual interest at 5.3 per cent. 
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6. Long-term debt 


A. AMOUNTS OUTSTANDING 


PRS BOG DE WSIS OIC) Bk. ete eee ee ene are 1998 oe eee 1908) comevirere euler bet cee ee eae ake 

Outstanding Interest () Outstanding Interest (? 

Steen en ener EL tedigtencosdiieucussdccesovtchscaeee ise Biers das teeeeesenr eta eS ee sccittnceeeséoseerettpeae “oe iireedeoet isan scenes ne 

Notes payable - FESL, due to 2002 40.0 6.3% 40.0 4.9% 

Capital lease obligation, due to 2007 11.6 9.4% WA 9.0% 

First mortgage bonds, due to 2002 11.5 8.5% 14.3 8.5% 

CREO BNC OO ee Sa ee tare Re ae eee Crd tah soa iil weet rid a An ee SDA AM oe 
1,340.7 1,395.7 

Se CEN COt DO Ue er tee eens cate eee, BO 2 ee Nanas hore ease Bec eth see tae ee : 
$ 1,235.5 $ 1,190.3 


“Interest is an average rate weighted by principal amounts outstanding. 


Debentures | The debentures bear interest at fixed rates. A floating charge on the property and assets of the 
corporation, subject to the first specific charge and the first floating charge securing the first mortgage bonds, 
has been provided as security. 


Notes payable - FESL | These amounts are payable to rural electrification co-operative associations through 
their agent, Farm Electric Services Ltd. (FESL), represent funds contributed by members of these associations, 
bear interest at variable rates and are unsecured. 


First mortgage bonds | The first mortgage bonds are payable in U.S. dollars and bear interest at fixed rates. 
Security consists of a first charge on certain capital assets and a first floating charge on all other assets. 


B. PRINCIPAL REPAYMENTS 


1999 Ge OSr2 
2000 214.6 
2001 89.6 
2002 112.3 
2003 358.9 
2004 and thereafter 460.1 
sseeaais es eaeocacdeccaescoplcsceissssstSoeie cei vee Wiis to annnan ani ostconcbuneetovorastueetsteeoaccovisaxeaata ostrenusassneroeepeesievenetcaunrrtentestuteceedensRueceNeeT tec tatoeeatenenrinee mates ateimtee ets eeeTE eee es 


C. INTEREST PAID 


Interest paid in the year was $123.6 million (1997 - $140.4 million). 
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7. Preferred shares 


A. AUTHORIZED 


The authorized preferred share capital is issued in series and consists of an unlimited number of voting first and 
second preferred shares, all without nominal or par value. 


B. ISSUED AND OUTSTANDING - FIRST PREFERRED SHARES 


The first preferred shares, which are issued in series, are cumulative and redeemable at designated dates at the 
option of the corporation at their subscription price together with a premium not in excess of the annual dividend. 


AU ENGL eae aie mae ae a eran ee ear Leback nitee te en oa Le ee tei TREN AR ea 
Series Subscription price Preferred shares Amount Preferred shares Amount 
noe sca deacnsssocvrvussiscssestvasttoudeonussniossdentses att : 2 Ge Shoe ee a ay ocraeecerabonecteenesncaietesaiss eee hecadedouvobvawesbvacs fe siosesiee ; a 
4.50% $ 100 6,695 0.7 6,695 0.7 
5.00% $ 100 6,832 0.7 6,832 0.7 
5.40% $ 100 18 - 18 = 
7.00% $ 100 70,329 7.0 70,329 A) 
7.08% 3 2s) 715,659 17.8 715,659 17-8 
7.10% 25 524,002 13.1 524,002 13:1 
7.20% 3 25) 606,999 15.2 606,999 102 
7.30% $ 100 168,792 16.9 168,792 16.9 
7.44% (1977) $ 100 114,991 11.5 115,006 ides 
7.44% (1979) $ 100 115,864 11.6 115,864 11.6 
7.50% $ 100 153,429 15.3 153,429 akon) 
7.10% $ 100 110,950 11.1 110,950 inlet 
8.40% $ 25 5,842,787 145.3 5,842,787 145.3 
ahaa batas ca esvucosiscoseessyvecuncevassveessisvoescveteooteot covecacsvvouatecsanvacsbadhsonaeton=sstoanesa : fot er, eee vor re 
Number of votes ") 2,973,013 2,973,033 


(“) All preferred shares carry one vote per share except the 7.08 per cent, 7.10 per cent, 7.20 per cent and 8.40 
per cent series which are entitled to one vote for each full $100 of subscription price and the 7.70 per cent series 
which are non-voting unless the corporation fails to pay certain dividends. 


C. REDEMPTION PRIVILEGES 


All preferred shares have a nil redemption premium except the 4.00 per cent and 4.50 per cent series which have 
a three per cent premium and the 7.00 per cent and 7.50 per cent which have a two per cent premium. 
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D. PURCHASE OBLIGATIONS 

Certain series have annual purchase funds which are non-cumulative but require the corporation to make all reason- 
able efforts to purchase for cancellation, in the open market, preferred shares at a price not exceeding their 
subscription price plus any accrued and unpaid dividends and costs of purchase. Annual preferred share purchase 
obligations are as follows: 


(in millions except where noted) 


Series Preferred shares Amount 
mr amie eames comme re rae yer oo tee ore EN os ce eee oe 
7.08% 21,638 0.5 
7.10% 15,771 0.4 
7.20% 18,395 0.5 
7.30% 12,000 1.2 
7.44% (1977) 9,000 0.9 
7.44% (1979) 9,000 0.9 
7.50% 5,000 0.5 
7.70% 7,800 0.8 
8.40% 175,284 4.4 
ple Neem maunerrErrinc ager ot a kr Ri Gate Ee, hapcticecssescionsoneretseetee : eats : oe 
8. Common shares 

ELTON SY oh She alias 2 Oe ee Oe ee rtd AL tie Bie wh iS hed WON eant A Nea eee Metros na Sik vad el, 
ul were nN CURE Vain Common shares Wain: Amount, ie meme Common shares Amount 
Issued and outstanding at beginning of year 160.0 $ 930.1 159.5 $ 923.6 
Issued forcast’ 7) Ak 0a ie) ooo en an 6 Sree eee ae IA DEN te IR wre's 
Issued and outstanding at end of year 169.6 $ 1,003.7 160.0 $ 930.1 


9. Rate adjustments 


A. 1995 RATE ADJUSTMENT RECORDED IN 1998 

As a consequence of an application made by the Industrial Power Consumers Association of Alberta on December 
14, 1995, the AEUB ordered a review of the corporation’s rates for 1995. An application to the AEUB to review and 
vary that order and an application to the Court of Appeal for leave to appeal that order were both denied during 
1997. The AEUB decision regarding a review of the corporation's rates for 1995 was received on August 12, 1998. 
The impact of the decision on rates has been reflected as an unusual item in 1998 that reduced earnings before 
tax by $25.6 million ($11.7 million after tax; $0.07 net earnings per common share). The Industrial Power 
Consumers Association of Alberta has appealed this decision on the basis of seeking additional refunds to 
customers in respect of interest and a hearing will occur in 1999. Any potential liability for additional refunds is 
indeterminable at this time and no amount has been accrued in these accounts. 


B. 1997 AND 1996 RATE ADJUSTMENTS RECORDED IN 1997 

In 1996 and 1997, regulated electric revenues of TransAlta Utilities were collected under tariffs approved by the 
AEUB in December 1995 on an interim refundable basis. During the period July through October 1996, these 
interim 1996 tariffs were the subject of a public hearing before the AEUB. The AEUB released its decision regard- 
ing the 1996 general rate application on October 31, 1997. The rate adjustment relating to 1996 is presented as 
an unusual item which reduces 1997 earnings before tax by $51.3 million ($25.4 million after tax; $0.16 net earn- 
ings per common share). 
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10. Income taxes 


Income taxes vary from the amount that would be determined by applying the combined statutory Canadian federal 
and Alberta income tax rates to pre-tax earnings, as follows: 


Repbones excep were notes) ee 100% 

Senin ness soca ssapcmecesetenseoct reaeoacsnasasusecraprrheacics teceeetc ater veer tee tecrocer ec voorenseroes venta epoonee RRA je Ge casietasseassciaee : eee 

ee ae ra eneeuienevesssrtenesorteatnnsti tt oeopatase asttaresetsret etre cat ser verona cadtenrersisteete oareeeorao OT ee sereincleaes Sie sea : mn 

expected taxes on income $ 138.6 NH ukelo7/ 

Increase (decrease) in income taxes resulting from: 

unprovided deferred tax on federal timing differences 6.7 - 

unprovided deferred tax on provincial timing differences 6.0 (d.7) 
non-taxable allowance for funds used during construction 6.0 ei 
royalties 3.3 2.6 
large corporation tax 3.1 4.5 
resource allowance (5.3) (5.3) 


Liabilities for deferred federal income taxes of $52.1 million (1997 - $58.8 million) and deferred provincial income 
taxes of $11.3 million (1997 - $17.3 million) have not been recorded. 


Income taxes paid in the year were $100.1 million (1997 - $151.3 million). 


11. Post retirement benefits 


The corporation maintains a pension plan with defined benefit and defined contribution options covering substan- 
tially all employees of the corporation, and unfunded supplemental defined benefit retirement pension plan, and 
supplementary health and dental benefits covering retirees of the corporation under the age of 65 and their eligi- 
ble dependents. 


A defined contribution option was introduced during 1997. Employees were given the choice to continue in the 
defined benefit plan or transfer their assets to the defined contribution plan with their decision being retroactive to 
January 1, 1997. All new employees hired subsequent to May 31, 1997 had the option of participating in either 
the defined benefit or defined contribution option of the pension plan until June 30, 1998, when the defined bene- 
fit option ceased for new employees. 


At December 31, 1998, the estimated market value of defined benefit pension fund assets for actuarial purposes 
was $322.9 million (1997 - $296.1 million) and the actuarial value of accrued defined benefit pension obligations 
was $284.5 million (1997 - $246.6 million) 


The restructuring charges of $15.1 million in 1998 ($8.5 million after tax; $0.06 net earnings per common share) 
include $12.0 million in enhanced defined benefit ($5.7 million) and supplemental retirement pension benefits 
($6.3 million) to be paid under voluntary and involuntary retirement staff reduction programs. 
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The actuarial value of the unfunded obligations of the supplemental retirement pension plan and post retirement 
benefits other than pensions were as follows: 


QU, NRO) Rec AR ORM IE 2 RR cee en, oe Renee ea ee $008 Vee ee, ee 
Supplemental retirement pension plan $ 23.7 $22.6 
Post retirement benefits other than pensions $17.2 $15.9 


12. Financial instruments 


A. CREDIT RISK 


Geographically, approximately $147 million of the total accounts receivable of $155.8 million relates to the regulated 
Alberta market, but credit risk is mitigated through the regulated recovery of credit losses through customer rates. No 
single customer accounted for greater than 10 per cent of the corporation’s consolidated revenues in 1998 nor in 1997. 


B. FAIR VALUE OF LONG-TERM DEBT 


1998 1998 1997 1997 
Carrying amount Fair value Carrying amount Fair value 
Long-term debt $ 1,340.7 $ 1,456.4 $ 1,395.7 $ 1513.2 


13. Small power producers’ contracts 


The Alberta Small Power Research and Development Act (the Act) requires the corporation to enter into long-term 
power purchase contracts with eligible small power producers at legislated prices. The small power producer con- 
tract costs are passed on to customers through rates approved by the AEUB, with the expectation that such costs 
will continue to be recoverable in future years. The corporation has entered into contracts for 108 megawatts of 
capacity. Payments under the contracts are included in rates charged to customers and are also netted against 
revenues. Under the Act, effective January 1, 1995, the corporation is required to compensate the producers for 
their income tax paid to a maximum of 15 per cent of their power revenues. 


During 1998, 98 megawatts of small power capacity delivered power to the corporation. At December 31, 1998, 
future undiscounted minimum payments under these contracts are as follows: 


1999 $ 32:8 
2000 S32 
2001 Sif 
2002 34.1 
Recelttscenrcemneentoles 2003 to 2017 399.5 


At December 31, 1998, an additional 10 megawatts of capacity are forecast to commence delivery in 1999. Future 
undiscounted minimum payments under this contract are estimated to be approximately $120.8 million. The cor- 
poration must purchase the power under long-term contracts at a price not less than 5.78¢/kWh which is in 

excess of the average hourly pool price of about 3.3¢/kWh. 
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14. Related party transactions 


During the year, the corporation engaged in related party transactions with its parent company, TransAlta 
Corporation, with a wholly-owned subsidiary of the parent company, TransAlta Energy Corporation and with 
TransAlta Energy Marketing Corp., a wholly-owned subsidiary of TransAlta Energy Corporation. These 
transactions were recorded at their exchange amounts. 


A. TRANSACTIONS 


(in millions) 1998 1997 


Operations, maintenance, & administration expenses (income) 


TransAlta Corporation - administration services SS aD oo = 
TransAlta Energy Corporation - management fees $ (4.0) $ (1.0) 
TransAlta Energy Marketing Corp. - energy trading and financial risk management services $ 4.4 $750 


Interest (income) 


TransAlta Energy Corporation $ (0.3) 5 = 


B. BALANCES 
The amounts due from (to) related entities are as follows: 


Senokot ee sce Ero ei NI PR oR L228 eee ene eee oe 
TransAlta Corporation $ (5.8) $ (7.3) 
TransAlta Energy Corporation DC 2 $ (4.2) 
TransAlta Energy Marketing Corp. $ 0.3 o = 


These balances are due on demand, and have arisen from the provision of services referred to above and are 
included in accounts receivable and payable. 


15. Uncertainty due to the Year 2000 issue 


The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a year. 
Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when informa- 
tion using year 2000 dates is processed. In addition, similar problems may arise in some systems which use certain 
dates in 1999 to represent something other than a date. The effects of the Year 2000 issue may be experienced 
before, on, or after January 1, 2000, and, if not addressed, the impact on operations and financial reporting may 
range from minor errors to significant systems failure which could affect the corporation's ability to conduct normal 
business operations. In light of this uncertainty the corporation has undertaken a comprehensive program to identify 
specific areas of potential risk and implement corrective action. The plan includes identification, assessment, con- 
version or replacement, testing, evaluating third party dependencies and contingency planning to manage the risk. 
However, it is not possible to be certain that all aspects of the Year 2000 issue affecting the corporation, including 
those related to the effort of customers, suppliers or third parties, will be fully resolved. 


16. Comparative figures 


Certain of the comparative figures have been reclassified to conform with the Current year’s presentation 
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SHAREHOLDER INFORMATION 


Annual General Meeting Special services for registered shareholders 
The Annual General Meeting will be held 

at 10 a.m. on Wednesday, April 28, 1999 : a 
at the Hotel MacDonald, 10065 - 100 ies pee 


Street, Edmonton, Alberta. Dividend reinvestment & Conveniently reinvest your dividends in 
share purchase plan common shares of TransAlta Corporation, 

Transfer Agent without brokerage costs. 

CIBC Mellon Trust Company eee eS a PO ae Lee 

PO. Box 7010 Adelaide Street Station Direct deposit for dividend payments Automatically have dividend payments 

Toronto, Ontario M5C 2W9 deposited to your bank account. 

BONE Account consolidations Eliminate costly duplicate mailings by 

1-800-387-0825 toll free consolidating account registrations. 


in North America WMP A Rea ea ER a See TS a es EL a Se ee 
Address changes and share transfers Receive tax slips and dividends without 
on the delays resulting from address and 
(416) 813-4600 in Toronto ownership changes. 
omoutsideNortinAmeniCa, 0 spcchctecn Rrcecteessecctesas trace seencavueteonsccuntecusevac ences etosteet reat tncactcbantvavsateecuessarree ete otoatee eeene tea seater ica eras eae : 


US To use these services please contact our transfer agent. 
(416) 813-4555 
WEB SITE First preferred shares 
www.cibcmellon.ca 
f P Series Ticker Exchange Outstanding at Annual 
Voting rights Dec. 31, 1998 dividend 


All preferred shares Carry one vote per pp Frege aa ee de a eaeerasesereses a eeneeenececereceseresenscesesecscesceeseseveseveccsssencsecenes 
share except the 7.08 per cent, 7.10 per 4.00% TAU.Pr.C TSE, ME, ASE 13,702 $4.00 
cent, 7.20 per cent and 8.40 per cent 4.50% TAU.Pr.D TSE, ME, ASE 6,695 $4.50 
series which are entitled to one vote for  OO5 nee alse a STAND Bea = Bl TSEC ME ASE, mae aa eo TAU Pre TSE, ME, ASE 6 832 $5.00 
each full $100 of subscription price and 


the 7.70 per cent series which are non- 5.40% TAU.Pr.F TSE, ME, ASE 18 $5.40 
voting unless the corporation fails to pay 700% a Seay TAUPLG ‘TSE. TSE.MEASE~-70309~Ct«é«‘«dST7<00 $7.00 


certain dividends. a a EI ae eA ee 
7.08% TAU.Pr.W. TSE, ME, ASE 715,659 Sen 


Security ratings 7.10% TAU.Pr.X TSE, ME, ASE 524,002 $1.78 


The Canadian Bond Rating Service and 750%, TAU.PrV TSE, ME, ASE 606,999 $1.80 
the Dominion Bond Rating Service have a 
rated TransAlta's preferred shares P-1 7.30% TAU. Prt ASE 168,792 $7.30 
and Pfd-1 respectively. 7.44% (1977) TAU.Pr.K ASE 114,991 $7.44 
Redemption 7.44% (1979) TAU.Pr.M ASE 115,864 $7.44 
All series of preferred shares are 7.50% TAU.Pr.H TSE, ME, ASE 153,429 $7.50 
currently redeemable at the option of 770% TAU PrN ASE 110.950 $7.70 


TransAlta as a whole or in part. se 
Redemption will be made at the 8.40% TAU.Pr.T TSE, ME, ASE 5,842,787 $2.10 
subscription price plus accrued and i tia ag, es Se es ee 
unpaid dividends up to the redemption 

date. TransAlta intends to exercise its 

right of redemption on March 27, 2000 

for the 8.40 per cent series. 


BOARD OF DIRECTORS 


Lawrence I. Bell 


Mr. Bell, a resident of Vancouver, BC, has been a director of 
TransAlta since 1992. He is presiden! and chief executive 
officer of Shato Holdings Ltd., and chaiiman of White Spot 
Limited, a subsidiary of Shato Holdings. Mr. 3ell was chairman 
and chief executive officer of B.C. Hydro and Power Authority. 
He is a board member of BC Gas, International Forest 
Products and the University of British Columbia. 


Jack C. Donald 


Mr. Donald, a resident of Red Deer, AB, has been a director of 
TransAlta since 1993. Mr. Donald is president and chief 
executive officer of Parkland Industries Ltd. He is also vice- 
president and director of Brandt Industries Ltd., board 
chairman and director of the Canadian Western Bank and 
Canadian Western Trust and a director of the Canadian 
Petroleum Products Institute. 


John T. Ferguson 


Mr. Ferguson, a resident of Edmonton, AB, has been a director 
of TransAlta since 1981. He was appointed chair of the board 
in 1998. He is chairman and a director of Princeton Develop- 
ments Ltd., chairman and a director of Research Technology 
Management Inc., as well as a director of the Royal Bank of 
Canada and Suncor Inc. He is a senior member of the 
Conference Board Inc. of New York and a member of the 
World Presidents’ Association. 


Donna Soble Kaufman 


Mrs. Kaufman, a resident of Toronto, ON, has been a director 
of TransAlta since 1989. She is a director of Bell Canada 
Enterprises, Bell Canada International Inc., the CRB Founda- 
tion, the Research Advisory Committee and Baycrest Centre 
for Geriatric Care. She was formerly chairman and CEO of 
Selkirk Communications Ltd., and is a member of the Bars of 
Quebec and Ontario and of the Canadian and American Bar 
Association. 


John S. Lane 


Mr. Lane, a resident of Toronto, ON, has been a director of 
TransAlta since 1993. He is senior vice-president, Investments, 
Sun Life Assurance Company of Canada. Mr. Lane is also a 
director of Sun Life Assurance Company of Canada (U.S.), 
Sun Life Trust, Spectrum United Mutual Funds, Sun Life 
Inversiones SA and McLean Budden. 


Christopher Hampson 


Mr. Hampson, a resident of London, England, has been a 
director of TransAlta since 1994. He is chairman of RMC Group 
plc., chairman of British Biotech, former chairman of Yorkshire 
Electricity Group plc. and a former director of Imperial 
Chemical Industries plc. (ICI). He is a non-executive director of 
the SNC-Lavalin Group Inc., a member of the board of the UK 
Government Environment Agency and VP of England's 
Combined Heat and Power Association. 
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Charles H. Hantho 


Mr. Hantho, a resident of Toronto, ON, has been a director 
of TransAlta since 1992. He is chairman of Dofasco Inc. He 
is also a director of Inco Limited, Imasco Limited, AGRA 
Inc., Camco Inc. and Telemedia Communications Inc. Mr. 
Hantho is chairman of the board of governors of York 
University and a member of the Order of Canada. 


Louis D. Hyndman 


Mr. Hyndman, a resident of Edmonton, AB, has been a 
director of TransAlta since 1986. He is a senior partner of 
the law firm Field Atkinson Perraton and held several minis- 
terial appointments before becoming Provincial Treasurer of 
Alberta from 1979 to 1986. He is a director of BFC 
Construction Corporation, Canada Trust, Enbridge Inc., 
Melcor Developments and Oxford Properties Group Inc. Mr. 
Hyndman is a member of the Order of Canada. 


J. Wallace Madill 


Mr. Madill, a resident of Calgary, AB, has been a director of 
TransAlta since 1978. Mr. Madili served as chief executive 
officer of the Alberta Wheat Pool for 20 years and is president 
of J. Wallace Madill and Associates. He is a director of 
Fording Coal Limited, past president of the Calgary 
Chamber of Commerce and a former board member of 

thé Calgary Foundation. 


Stephen G. Snyder 


Mr. Snyder, a resident of Calgary, AB, has been a director of 
TransAlta since 1996. He is the president and chief execu- 
tive officer of TransAlta Corporation and a member of the 
board of directors of Spar Aerospace Limited, Canadian 
Hunter Exploration Ltd., Zenon Environmental Inc. and the 
Conference Board of Canada. Mr. Snyder is also a member 
of the Business Council on National Issues and the World 
Business Council for Sustainable Development. 


Ralph A. Thrall, Jr. 


Mr. Thrall, a resident of Lethbridge, AB, has been a director 
of TransAlta since 1981. Mr. Thrall is president of Mcintyre 
Ranching Company Limited. He is also president of the 
Kainai Chieftainship and is a member of the Board of 
Regents of Augustana University College. 
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corporate information 


TRANSALTA UTILITIES CORPORATION 


TransAlta Utilities’ board of directors is comprised of experienced leaders representing varied 


backgrounds in finance, business and public service. On behalf of TransAlta Utilities’ shareholders, the board of directors is 
responsible for the stewardship of the corporation, establishing overall policies and standards and reviewing strategic plans. 
During 1998, the directors met on 13 occasions including one special meeting devoted exclusively to corporate strategy and 
direction. Ten of the 11 board members are independent of management. The board has established two permanent committees 
for the continuous review of the principal risks to the corporation and monitoring of the systems for managing these risks. All 
committee members are independent of management. 


TRANSALTA 
UTILITIES 
OFFICERS 


Stephen G. Snyder 
PRESIDENT & CHIEF 
EXECUTIVE OFFICER 


lan A. Bourne 
EXECUTIVE 
VICE-PRESIDENT 

& CHIEF FINANCIAL 
OFFICER 


Paul H. E. Taylor 
SENIOR VICE- 
PRESIDENT, CORPORATE 
DEVELOPMENT 


James F. Dinning 
EXECUTIVE 
VICE-PRESIDENT, 
ENERGY MARKETING 


Gary R. Holden 
EXECUTIVE 
VICE-PRESIDENT, 
GENERATION 


John A. Tapics 
EXECUTIVE 
VICE-PRESIDENT, 
TRANSMISSION 

& DISTRIBUTION 


J. lan Bootle 
VICE-PRESIDENT, 
FINANCE 


Wolfgang Janke 
VICE-PRESIDENT, 
OPERATIONAL SERVICES 


Robert J. Page 
VICE-PRESIDENT, 
SUSTAINABLE 
DEVELOPMENT 


William F. Trafford 
VICE-PRESIDENT 

& CHIEF INFORMATION 
OFFICER 


Richard W. Way 
VICE-PRESIDENT, 
REGULATORY AFFAIRS 


Donald W. Boone 
CORPORATE SECRETARY 


Robert D. Hallett 
GENERAL COUNSEL 


Marvin J. Waiand 
DIRECTOR OF FINANCE 
& TREASURER 


Audit, Environment and Risk Management Committee 
Responsible for reviewing and inquiring into matters affect- 
ing financial reporting, the risks inherent in the business and 
environmental regulation of the corporation's activities. 
This committee met nine times in 1998. Committee Chair: 
J.W. Madill. Members: J.T. Ferguson, L.D. Hyndman, 

D.S. Kaufman and R.A. Thrall, Jr. 


Nominating and Corporate Governance Committee 

Responsible for the composition and compensation of 

the board of directors and for developing the company’s 
approach to governance issues. This committee met six 
times in 1998. Committee Chair: D.S. Kaufman. Members: 
J.T. Ferguson, C.H. Hantho and J.S. Lane. 


Human Resources 

Human Resources matters are reviewed by a committee 
established by the board of directors of TransAlta Utilities’ 
parent company, TransAlta Corporation. TransAlta 
Corporation has guidelines about significant corporate 
governance issues that are available upon request. 


1998 Changes 


John Ferguson accepted the position of chair of the board 
following Dick Haskayne’s resignation. Mr. Haskayne served 
as a director for seven years and in the last two years he 
served as chair of the board. Mr. Ferguson has been a 
member of TransAlta's board since 1981. 


TransAlta regretfully accepted the retirement of Walter 
Saponja after 37 years of dedicated service to the organi- 
zation. Mr. Saponja also resigned his seat on the company's 
board of directors. Mr. Saponja is enjoying his retirement 
with his wife Carol. 


1998 Annual Reports 

TransAlta Corporation Annual Report 1998 

TransAlta Utilities Corporation Annual Report 1998 

TransAlta Power Limited Partnership Annual Report 1998 

TransAlta Corporation Sustainable Development Annual Report 1998 


Need additional information? 
Requests for annual reports and 
information can be directed to: 


Investor Relations 
TransAlta Corporation 

P.O. Box 1900, Station “M” 
110 - 12th Avenue S.W. 
Calgary, Alberta T2P 2M1 


PHONE 
4-800-387-3598 toll free in Canada 
OR 


(403) 267-2520 in Calgary 
or outside Canada 


FAX 
(403) 267-2590 

E-MAIL 
investor_relations@transalta.com 


WEB SITE 
www.transalta.com 


= Printed on recycled paper, 
“> 20% post consumer waste. 


TransAlta 


TransAlta Utilities Corporation 

Box 1900, Station “M” 

110 — 12th Avenue S.W. 

Calgary, Alberta Canada T2P 2M1 
toll free in Canada: 1.800.387.3598 
phone: 403. 267.2520 

fax: 403. 267.2590 


web site: www.transalta.com 


339-0049 


